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The health reform law will transform the insurance market in all states. Its effects in California will be shaped by the state's unique features, including its large number of uninsured and undocumented immigrants, who represent about one-fifth of the state's currently uninsured population.
Given the state's persistent budget deficit, it is particularly important to understand the impact of the law on publicly financed programs-such as Medi-Cal, California's Medicaid program, and Healthy Families, its Children's Health Insurance Program (CHIP)-and to estimate the size and characteristics of the population that will remain uninsured in 2016. And given the enormous impact of the recession on the state, where unemployment in 2010 exceeded 12 percent, it is especially urgent to understand the law's effect on the budgets of low-income individuals and families who have been particularly hard hit by the economic downturn.
Study Data And Methods
Microsimulation Model Our analysis used a proprietary microsimulation model, which allows the user to enter a set of policy parameters and measure their impact on the distribution of insurance coverage, government costs, employers' health insurance spending and wages, and household budgets. 2 The results of this model at the national level closely mirror the conclusions of the Congressional Budget Office (CBO) in its assessment of the impact of the Affordable Care Act.
3 In this analysis we extrapolated those conclusions to the state level.We focused on 2016 but also examined cumulative impacts through 2019. We used data projections from the Census Bureau and the CBO to project data forward to that point. 3, 4 Our modeling approach is the type of microsimulation modeling used by the Treasury Department, CBO, and other government entities. This approach uses the best evidence available in the health economics literature to model how individuals will respond to changes in the insurance environment induced by changes in government policy.
Data Sources We used the February and March 2005 Current Population Surveys (CPS) as our model's baseline. 5 The February survey contains information on insurance offered by employers. The March survey contains information on family demographics, tax rates, and insurance coverage.We renormalized these data to match the distribution of insurance by age and income category from the most recent California Health Interview Survey, conducted in 2007. 6 The people included in our analysis were under age sixty-five.
We used these data to compute, for every policy change we studied, the impact of that change on eligibility for and prices of various types of insurance. We ran these eligibility and price changes through a detailed and integrated set of behavioral equations that related them to behavioral responses by individuals, families, and firms.
Analysis We modeled these behavioral responses using the best available evidence from the health economics literature. To capture firms' responses, the model used data from the CPS to create virtual firms by finding for each worker comparable workers in the Current Population Survey based on that worker's wage, industry, firm size, and whether or not the firm offered health insurance. These virtual coworkers were grouped together into virtual firms, and the responses of those firms were modeled, based on the average effects of policies on their workforces.
For this California-specific analysis, we augmented the renormalized CPS data in three ways. First, we recalibrated them to match the totals from the 2007 California Health Interview Survey 6 and updated them from 2007 to future years using projections provided by the CBO. Second, we used data from California's unemployment insurance records to calculate the distribution of wages of workers in the state.
7 The large data sample available for California allows the microsimulation model to estimate effects not only for the entire state, but for areas within the state as well.
We divided the state into seven areas based on its largest Metropolitan Statistical Areas: Bakersfield, Los Angeles, Riverside, Sacramento, San Diego, San Francisco, and San Jose. We added residents of other Metropolitan Statistical Areas to the nearest of the seven areas we used. We excluded from our area-specific analysis the roughly 500,000 residents of the state who are not affiliated with a Metropolitan Statistical Area because the Current Population Survey does not identify where they live. 8 Third, to estimate the number of people in the Current Population Survey who are undocumented immigrants, the model followed a procedure to substitute a value for missing data that was developed by researchers at the Pew Charitable Trusts. 9 The model normalized the totals to California Health Interview Survey totals of undocumented immigrants by income.
Limitations It is important to recognize that these projections were based on best evidence about how people and firms have responded to past changes in the insurance environment, and to understand that reactions to the major changes occurring under health reform may be different. Two areas of uncertainty in particular should be highlighted.
The first is the effectiveness of the Affordable Care Act's individual mandate to have health insurance. Our model assumed that the nationwide mandate will be roughly as effective as the mandate in Massachusetts-the only state to have imposed an individual mandate so far. But the results in Massachusetts might not be generalizable to the nation as a whole, or to California in particular.
The second is the reaction of employers to the broad set of changes incorporated in the Affordable Care Act. Our estimates were based on how employers responded to past changes in the price and tax treatment of insurance. However, their reactions may differ when broad market reform and large subsidies make nongroup insurance more attractive to their employees, while at the same time those employees are required to have coverage.
In Massachusetts this combination led to a rise in employer-sponsored insurance. But if some large employers react to the new situation by reducing insurance coverage, their action could start a wider trend toward reduced employer spending.
Health Insurance Coverage In California In 2016
Overall Distribution Of Coverage Our model estimated that the number of uninsured people in California in 2016 would fall by 3.4 millionslightly more than half the number who would be uninsured had the Affordable Care Act not become law. Employer-sponsored insurance would fall very modestly, as increases in enrollment among those subject to the individual mandate would largely offset decreases in insurance provided by employers.
Of the people who would still be uninsured, about 40 percent would be undocumented immigrants, 36 percent would be people subject to the individual mandate who nonetheless choose to remain uninsured, 13 percent would be documented residents not subject to the mandate, and 11 percent would have had coverage but then lost it.
Exhibit 1 shows our model's projected impact of the Affordable Care Act on insurance coverage in California in 2016, the first year when the law will be fully phased in. The most important projected change is that the number of uninsured people would fall 52 percent, from 6.5 million to 3.1 million.
Some small firms would stop offering insurance, and some employees would move from employer-sponsored insurance to subsidized alternatives, resulting in a modest erosion of employer-sponsored coverage overall. There would also be a reduction in traditional nongroup insurance, as individuals moved to the subsidized exchange, projected to cover four million people. Public insurance would grow substantially due to the individual mandate, which would expand the entitlement to anyone earning less than 133 percent of the federal poverty level, and which would require people already eligible but not enrolled to get coverage.
The effects of the health reform law would be phased in over time. Relative to the baseline before its enactment, there would be a modest reduction in the number of uninsured people in the period 2012-13, before the mandates, subsidies, and eligibility changes of the law took effect. During this same period, there will also be a modest increase in employer-sponsored insurance (Exhibit 2). The reduction prior to 2014 would be due to the implementation of the small-group tax credits, creation of California's high-risk pool, and extension of dependent coverage to age twenty-six.
The mandates, subsidies, and eligibility changes that began in 2014 would be phased in over a three-year period. After they took full effect in 2016, our model projected that their results would remain roughly constant for as long as it can make reliable projections.
Effects On Employer-Sponsored Coverage The model estimated that 870,000 fewer people in California would have employer-sponsored insurance in 2016. This decline is the result of a number of changes in this type of insurance.
The model projected that roughly 1.5 million people would lose employer-sponsored insurance as their firms stopped offering coverage. These firms' employees would be heavily subsidized in the insurance exchange if they bought insurance there, but that would not be an option for them if their employers offered insurance. The model projected a drop in insurance coverage by firms with fewer than 100 employees.
At the same time, the model estimated that only a negligible number of people would be offered employer-sponsored coverage for the first time. All of them would work at the few larger firms that do not now offer coverage but would be strongly penalized by the Affordable Care Act if they did not begin offering coverage. About 500,000 people who were offered insurance by their employer would turn down that coverage, often because employee contributions would be too high. (As discussed below, some employers would respond to the new law by raising employees' contributions to coverage.)
Another 900,000 people who had previously turned down their employer-sponsored insurance would now enroll to meet the individual mandate. Finally, about 200,000 people under age twenty-six would gain coverage through a parent's employer-sponsored insurance plan because of the law's provisions regarding the coverage of dependents.
Effects On The Uninsured The model pro- jected that roughly 3.8 million formerly uninsured people in California would gain coverage as a result of the law. Exhibit 3 shows the sources of insurance coverage for this group.
About 600,000 people, or one-sixth of those gaining coverage, would acquire employer-sponsored insurance. About 1.8 million, or half of the newly insured, would gain coverage through the new insurance exchange. Two-thirds of that group would be subsidized. The remainder would enroll in Medi-Cal. As a result, nearly 96 percent of the documented nonelderly residents of the state would be covered in 2016.
There would still be a sizable number of uninsured individuals in 2016, according to the model's projections. Not only would some people who were formerly uninsured remain so, but others would lose insurance. Exhibit 3 shows that some of these changes would be due to employers' dropping insurance coverage or requiring higher employee contributions, in reaction to provisions in the Affordable Care Act. Overall, the model projected that of the 3.1 million people without insurance in 2016, 332,000 (11 percent) would have been insured previously.
Of those who remained uninsured, the largest group (40 percent) would be the state's undocumented residents, who are excluded from the mandate, public subsidies, and insurance exchanges. Undocumented residents would account for a disproportionate share of the uninsured in California: 19 percent, compared to 10 percent for the nation as a whole. Even with health reform, 1.24 million undocumented Californians would remain uninsured.
Another 1.52 million formerly uninsured individuals-who were not undocumented residents-would still lack coverage in 2016. Of this group, about 60 percent would not be subject to the individual mandate because the cheapest insurance option available to them would cost more than 8 percent of their income, or because their income would fall below the income tax filing threshold set for penalties under the mandate.
Exhibit 3 shows the income distribution of this The remaining group of about 660,000 people would consist of those who chose not to purchase insurance even though they were subject to the mandate. This population would be fairly evenly distributed across the income groups.
Local Variation Within California The model projected substantial variation in these effects of the Affordable Care Act in different areas of the state. Los Angeles would account for about half of the reduction in the uninsured population. San Diego would have the largest percentage reduction in those lacking insurance, and this area would be the only one with a rise in employer-sponsored insurance. In contrast, Sacramento would have the largest proportional reduction in employer-sponsored insurance (about 10 percent) and the smallest reduction in the uninsured population (less than 47 percent).
Immigration status is a key factor in the projections of the remaining number of uninsured people in the seven different areas of California. In three areas-Los Angeles, San Francisco, and San Jose-the largest group of those remaining uninsured would be undocumented residents. In Los Angeles, almost half of the people still uninsured in 2016 would be undocumented.
Interestingly, the two areas where there would be the largest proportional reduction in the uninsured population-Riverside and San Diegoare also the two areas with the smallest number of uninsured individuals who would be exempt from the mandate. Clearly, the reach of the mandate will be a key determinant of its success in increasing insurance coverage.
Effects On Health Insurance Spending Our model projected that employer spending on health insurance would fall in the aggregate, reflecting a decline in spending by small employers and a rise in spending by larger employers. Overall, there would be roughly a 6 percent reduction in health insurance spending by employers in 2016.
This reflects two changes. Employer-sponsored insurance coverage would fall by 870,000 people, or about 4.6 percent of the baseline employer coverage. And employers would increasingly shift the cost of health insurance to their employees, which would further decrease employers' spending. There would be a substantial reduction in employer-sponsored insurance spending among firms with fewer than 100 employees. Reduced employer spending on insurance would be less pronounced for firms with 100-999 employees. Finally, there would be an increase in coverage and spending in firms with more than 1,000 employees.
Effects On Household Budgets The model projected that the Affordable Care Act would have a variety of effects on household budgets. Some California households would see sizable new costs, as a result of higher taxes and contributions toward insurance. Other households would see sizable benefits, as a result of higher wages-as explained below-and new subsidies for buying insurance through the exchange.
People who were formerly uninsured would have lower out-of-pocket medical costs and could receive exchange subsidies or become eligible for Medicaid. People who formerly bought insurance on their own or through an employer but who would be getting government subsidies for insurance could pay less for coverage. Those who moved to more or less generous benefit designs would see changes in their out-of-pocket spending. Those whose employers reduced their contribution to coverage would face higher premiums.
Our model assumed that reduced employer spending on insurance would lead to higher employee wages, but those wages would be taxed. The model projected that higher Medicare payroll tax payments by higher-income households would be a major source of financing for the Affordable Care Act's provisions.
There would be reductions in employee contributions toward employer-sponsored insurance and out-of-pocket spending. However, these reductions would be more than offset by higher spending on nongroup premiums and additional tax payments, for an aggregate cost to households in California of $7.8 billion in 2016 (Exhibit 4).
At the same time, there would be a very large increase-$4.8 billion-in wages, 10 as a result of the reduction in employer-sponsored insurance spending discussed above. The federal government would pay $4.4 billion to formerly uninsured state residents in exchange tax credits. And the federal and state governments together would spend $3.4 billion more in providing public insurance to formerly uninsured residents.
Thus, the total gross benefit that California households collectively would receive as a result of the Affordable Care Act would be $12.6 billion, we projected. That amount includes the $4.8 billion in increased wages that would go directly to the households.
The final column of Exhibit 4 shows results per household. The model projected that the typical California household would gain $280 in 2016 as a result of the Affordable Care Act.
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California households overall would lose money in the early years of health reform, because the increase in Medicare payroll taxes begins before subsidy payments for the insurance exchange do. For example, the model projected a net loss per family in 2012 of $174, and of $195 in 2013. However, that trend would reverse sharply after 2014. In 2016 the benefits of health reform per household would be $280, increasing to $326 in 2019 (data not shown).
Exhibit 5 shows the projected distribution of health reform's impacts on households in California. People with incomes below 133 percent of the federal poverty level would see no additional costs and only benefits. In fact, these individuals would see lower taxes and thus realize savings of $1,086 per household in 2016. The largest gains would accrue to those with incomes of 133-199 percent of poverty, who would see essentially no costs and a net positive impact of $5.5 billion, or almost $2,000 per family.
People whose incomes were 200-399 percent of poverty would see both costs and benefits, but benefits would be roughly double the costs. There would be both large costs and benefits for those with incomes of 400-999 percent of the poverty level. The result would be a small net negative impact, of not quite $150 per household.
Only people whose incomes were more than ten times the poverty level would experience a substantial net loss. They would see little benefit but sizable costs from the higher Medicare payroll tax. The typical household at this income level would lose more than $3,000 in 2016.
It is important to note that a $3,000 loss to a family of four earning fifteen times the poverty level would amount to less than 1 percent of their income. In comparison, a $1,086 gain to a family of four at the poverty level would amount to 5 percent of their income.
Implementation Of Health Reform In California
Our results were generated from a simulation model that forecast the impact of the Affordable Care Act on California. The projections will help policy makers trace the law's effects as it is implemented over the next few years and suggest how state policies might be revised or introduced to magnify the law's positive effects and mitigate its adverse ones.
Our analysis suggests that Californians may benefit greatly through health reform's expansion of access to health insurance and health care, including subsidies for low-income families. The law's actual impact in California will be heavily influenced by a series of implementation decisions at the federal and state levels over the next three years.
The terms and conditions of California's health insurance exchange, which the state legislature established in 2010, and employers' response to the exchange will determine the future of the health insurance marketplace. The reach and effectiveness of the individual mandate will be key factors in how many people will become insured. Finally, the state's outreach and enrollment strategies for Medi-Cal and the exchange will be instrumental in determining how many people eligible for coverage actually enroll.
California's persistent state budget deficit exerts financial pressure on existing state programs and staff, and it could have a negative impact on the estimates that we have presented. Therefore, these estimates represent long-term opportunities for the state that must be balanced against its short-term fiscal challenges. ▪ 
